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Freeman Energy Corperation

A AENERAL DVNAMICE COINFANY

Certified Mail #7000 0520 0012 3303 6233
March 9, 200!

Mr. Jemes L. Luckey, I
Plant Manager

AXS Dack Creek

17751 North Cilcg Road
Canton, IL, 61520

Re: Cileo's Noticss of Defavle and Termination
Dear Me. Luckey:

As you are aware, Cileo first wrote 1o Freeman on October 24, 2000, concerming alleged defaules
under the Coal Supply Agrecment (“Agrecment™) (purportedly autlined in Cileo's Claitn
Statement of the samq date) and Cilco's imention expressed in that letier —and in subsequent
carrespondente (o terminate the Agrecment effective March 24, 2001, if those alleged defaults
wese aot cured.

On December 22, 2000, we wrolt 10 you wiecting your default notics as untimely, insufficient
and, without merit, Frecman maintains the positions taken in its carlier corvespondence and
categornically danies i is now, oF ever bas been, in default under the Agreement. Without
acknowledging the validity of any of Cilco's allegations, and without walving any of its gights
under U Agreemical, in accordance with Articls XII, Section 2 of the Agreement, Fresman
notifies Cileo of the following improvements af (e Crown 1T Mina since the incepuon of the
Claira_Peripd (25 that tera is defiscd ia Citeg's Claim Statemnend):

Freesnan has reduced itg unjon persoriel from 193 10 173;

Freminan has redueed its company personast from 43 to 41,

Freeinam has rplaced its shonte cars with batiery ram cars,

Freeman hax replaced its single miner units with supet units;

Freeman's ongoing drilling progeam resulted in the acquirition of neacky coal
reseyves and Freoman is presently minisg in these new reserves,

Freeman has replaced the second main gast belt Jine to reduce delays;
Freeman completcd the construction and installation of a new ait-shaft,

Afer the last htigation was concluded, key personnel resumed normal daties.
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Again, withour acknowledging the validity of Cilca’s allegations, the above improvemenls are
further underscared by a eomparison of production sumbers and cost figures from Scplember,
2000 {the kst full month prior to Cilco’s temtination notice) to Februery, 2001, as st forth
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September 200 | Febrawex, 2000 )
Operating Cast Per Clean Ton $25.20 $11.17
Toas Per Day 5984 6549
Clean Tans Pes Wian Shift 73.56 3056
Clean-Tons Por Mackine Shift 9356 {Sinple Minertinitc) 1656 (Super Urmts)
Clean Tons Per Man Hous 2.92 31

Allhou.gh Freeman disagrees with Cileo's allegations of defaunlt under the Agreement, in hight of
the impravements. cited in this letrer, any such “defaults” have not continued for a period of
ninety days aftec your notice of termination, and thus termination is not permitted, pursuant to
Article XN, Section 2 of the Agreement. Fusthermore, as evidenced by Cilco's vaquest for
tamination in the recently concluded arbitration proceeding, the issue of wrrvination is & disputed
issue, which must first be submitted to arbiteation under Article XV, Section 1 of the Agcsement.
Accotdingly, Frocaan requeats that Clleo acknowledge, io wiiting, oo kster than 504 p.m. 0n
Murch 14, 2001, hat it intends to continue wceepting and paying for coal from Crown Ut during
the pendency of ibe arhitration pracesding.
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